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KEY ECONOMIC INDICATORS 
(In USS Unless Otherwise Stated) 


Percent 
1975 1976 Change 


GROSS NATIONAL PRODUCT 
GNP at Current Prices (Millions) 12,694 14,547 1/ 
GNP Constant 1968 Prices (Millions) 6,775 7,100 1/ 
Per Capita GNP, Current Prices ($) 796 885 
Per Capita GNP, Constant 1968 Prices ($) 425 432 


MONEY AND BANKING 
Money Supply (Millions of Soles; 
end of Dec.) 
Commercial Bank Interest Rate (Prime) 
Central Bank Discount Rate (Comm. Loans) 


COMMERCIAL BANKING DATA 
(Millions of Soles; End of April) 
Loans 
Investment 
Deposits 


INDICES 
Consumer Price Index (1973 = 100.0) 
Month of May 139,82 174,21 
Wholesale Price Index (1963 = 100.0) " 
Construction (March, 1976) 299.86 406,38 
Agriculture (March, 1976) 480.34 531.89 
Livestock (September, 1975) 379.04 N.A. 


BALANCE OF PAYMENTS 
Net Gold and Foreign Exchange Reserves 150 
Net Balance of Payments - 565 
Total Exports FOB (Jan-Sept) 1,032 
U.S. Share (2) 22,3 
Total Imports FOB (Jan-June) 989 
U.S. Share (2) S2e9 


ECONOMIC ACTIVITY 

Electrical Energy - Lima Area 
(Millions of Kw/H) 

Total Production (First Qtr.) 

Industrial Consumption (First Qtr.) 

Cement Consumption (Jan-April) 
(Thousands of M.T.) 

Stamp Tax Collection (Jan-May) 
(Thousands of Soles) 


1/ Estimated, 
2/ Since July. 





SUMMARY 


The Peruvian economy continues to suffer the effects of the poor 
performance registered in 1975 which included balance of payments 
deterioration, increased inflationary pressures, and lowered rate 

of economic growth. The government has launched a new austerity 
program at mid-year with a major devaluation of the Peruvian sol, 

new price and wage guidelines, increased taxes, and substantial cuts 
in government spending. Although this new austerity program resembles 
the program undertaken in January, the economic curatives are stronger. 
By undertaking these measures the government's economic policy is 
Squarely aimed at reducing the fiscal and balance of payments deficits 
which, if not corrected, would lead to escalating inflation and 
economic disruption. The courageous, but unpopular, decisions taken 
by the government should overcome the present economic difficulties, 
leading thereby to lower rates of inflation and improved balance of 
payments performance in 1977. Relative labor peace during the first 
half of 1976 has been a positive factor in maintaining production in 
critical export sectors. The government has given greater emphasis 

to increasing production and has embarked on a more open dialogue 
with the private sector. In addition, several major projects will 
begin to produce in 1977 and 1978 and will substantially alleviate 
Peru's balance of payments difficulties. 


Implications for U.S. Business 


- U.S. exporters to Peru face more difficult conditions in 1976. 
Peru's commodity imports, even in total dollar value, are likely 
to be lower in 1976 than in 1975, Import controls are also being 
tightened, It is expected that prior import permits by products 
will take longer to obtain due to additional paperwork and to 
reduced foreign exchange availabilities, 


U.S. investors may find opportunities in Peru, especially in 
joint ventures and other associative contract relationships 

with local firms and/or government agencies. U.S. direct private 
investment decreased during 1975 as the government expropriated 
the large iron ore operation of Marcona Mining in July 1975 and 
as several oil companies withdrew from exploration activities 
following failure to discover new fields. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Lower Growth Rate to Continue 


During 1976 the rate of growth of Gross Domestic Product (GDP) is 





expected to be less than 5 percent. The rate of growth of GDP for 
1975 is estimated at 4.0 percent as compared with an average annual 
rate of growth of 5.9 percent obtained during the period 1972-1974, 
Aggregate demand, as measured by Gross Consumption and Gross Invest- 
ment, is expected to grow by only 0.9 percent in constant prices in 
1976 as compared with a 6.9 percent growth in 1975. In large part, 
the lower rate of growth in demand arises from decreased investment 
activity; however, public sector consumption is expected to decline 
due to the austerity program, and private sector consumption is 
expected to grow by less than 3 percent. Thus, although the 1976 
growth rate of GDP will probably fall in the range of 4 to 5 percent, 
recessionary factors may dominate, particularly in the industrial 
sector, due to the weakening internal demand as a result of economic 
measures taken in the fight against inflation. The other basic 
sectors of the economy, namely agriculture, mining, and fishing, give 
indications of turning in somewhat better performance in 1976 than 
was registered in 1975. 


It is anticipated that agriculture (which accounts for 12.7 percent 

ef GDP) will have an overall growth rate approximating 3 percent. 
Production of the principal commercialized crops increased during the 
1975-1976 crop year; these crops include rice, corn, potatoes, and 
coffee. This growth results from improved weather conditions, sub- 
sidized fertilizer prices, and from a new price policy which increased 
prices for farm products in July 1975 and January 1976. 


In the fishing sector, the official expectation is for growth of out- 
put on the order of 30 percent in 1976 as compared with a decline of 
17 percent in 1975, During the first half of 1976, the anchovy catch 
amounted to 2.9 million metric tons, equivalent to the catch in the 
Same period of 1975. However, the catch for the whole year 1976, 
which is difficult to forecast, appears likely to fall in the range 
4.0 to 4.5 million metric tons (as compared with 3.6 million metric 
tons in 1974 and 3,1 million metric tons in 1975). This result is 
likely to obtain because fishing resumed in June due to favorable 
size of the anchovy. In 1975 the fishing sector as a whole accounted for 
approximately 16 percent of export earnings. 


In the mining sector an increase of production on the order of 16 
percent is expected in 1976 as compared with a decline of 11 percent 
in 1975, This sector, which accounted for 6 percent of GDP and 46 
percent of commodity export earnings in 1975, is expected to perform 
well in 1976 due to fewer labor conflicts, to the June devaluation 
(which enhances its profitability), and to the governmental support 
given to small and medium mining enterprises. 


The rate of growth of construction activity is expected to be only 5 
percent in 1976 as compared with annual rates of growth of approxi- 
mately 20 percent in 1674 and 1975. This results from the completion 





of major construction activity on the Northern Peru Oil Pipeline, 
Fixed gross investment is expected to grow by less than 4 percent 
in 1976 with the public sector component declining and the private 
sector component growing by about 7 percent. 


A Ma jor Devaluation 


On June 26, 1976 the Peruvian sol was devalued by 44.4 percent from 
the previous rate of 45.0 soles to 65.0 soles to the U.S. dollar, 
The new rate applies to all transactions involving use of foreign 
exchange. Although this devaluation comes nine months after the 
previous devaluation, it is significant due to its magnitude and to 
the usual infrequency of devaluations in Peru. The last sizeable 
devaluation was in September 1967, The fundamental reasons for the 
present devaluation are that internal costs have increased more than 
those of Peru's trading partners. Without devaluation it would become 
increasingly difficult to maintain the economic viability of Peru's 
export industries, and harsh administrative restrictions on imports 
might prove economically disruptive. 


The New Austerity Program 


On June 30, Peru's then Prime Minister, General Jorge Fernandez 
Maldonado, and Minister of Economy and Finance, Dr. Luis Barta 
Castaneda, gave a televised presentation of the post-devaluation 
economic measureS undertaken by the Government. These measures 
include guidelines for increased wages and increased prices as well 

as new taxes and cuts in government spending. It should be noted, 
however, that the government's new austerity program began with a 
series of laws and related legal dispositions promulgated on May 18 
and thereafter. The areas of policy concern of the pre-devaluation 
package of measures included foreign trade, fiscal revenues, and the 
Saving-investment process, The post-devaluation package is related 
more directly to the effects of the devaluation, focusing upon limit- 
ing increases in wages and prices and imposing new taxes on the wind- 
fall profits generated by the devaluation, but also including sizeable 
cutbacks in public sector expenditutes, A 


The tax measures enacted in May increased customs duties on imported 
capital goods, increased rates of tax and made changes in the taxable 
bases of the turnover tax on production, commerce, construction, and 


services, increased automobile license fees by 200 percent, increased 
the cigarette stamp tax by 20 percent, and removed exemptions in high- 


way tolls. These tax measures are expected to increase central govern- 
ment revenues by over 10 billion soles annually ($150 million). The 
tax measures enacted with devaluation include a 15 percent tax on Peru's 





traditional export commodities (based on FOB values) and on the internal 
sale of products subject to international price quotations (the tax is 
based on internal sale prices) and a sharply increased tax on gasoline 
(from approximately 3 to 22 soles per gallon for 84 octane gasoline), 
The new taxes on exports and gasoline are expected to yield 22.5 billion 
soles annually ($346 million). 


The Minister of Economy and Finance also announced cutbacks in public 
sector expenditures. These cuts affect principally lower priority 
investments and those whose maturatinn is after 1978, During the six 
months which remain in the 1975-76 biennium, budgeted investment 
expenditures of the central government were cut by 4.5 billion soles 
and the budgeted investment expenditures of twelve state enterprises 
were cut by 9.7 billion soles. In addition, a freeze on hiring and 
promotions of public sector employees has been imposed, 


Price and Wage Guidelines 


Prices of a broad array of basic foodstuffs were increased by legal 
dispositions promulgated subsequent to the devaluation. The retail 
prices of the following foodstuffs were increased by percentages noted 
in parentheses: rice (21), pasteurized milk (28), evaporated milk (20), 
medium grade beef (23), whole chicken (13), noodles (26), french bread 
(26), common bread (11), wheat flour (50), cooking oil (56), vegetable 
oil (32), and packaged margarine (19). Bus fares were increased by 
the following percentages: standard full city fare (37), microbus 
fares (37), and student fares (39), Private sector firms subject to 
price controls are allowed to increase prices once during the ninety 
day period beginning June 30. Increases of up to 8 percent may be 
made one day after communicating the posted increase to the govern- 
ment. Increases above 8 percent have to be accompanied by documen- 
tary evidence on cost structure justifying the requested increase, 


An obligatory increase in wages and salaries for all private and public 
sector employees has been granted according to a sliding scale. These 
increases range from 14 percent for monthly wages between five and 
seven thousand soles (average $92) to 10 percent for monthly wages 
between thirteen and fifteen thousand soles (average $215). The dura- 
tion of labor contracts negotiated in 1976 is extended for six months, 
New contracts remain subject to the February - decreed ceiling of 
2,100 soles per month for additional wage increases gained through 
collective bargaining which also depends upon the economic condition 
of the affected firm. Lowest paid workers benefit from increased 
minimum wages, generally on the order of 1000 soles per month, 





Rate of Inflation Continues High 


The rate of inflation in Peru continues at historically high levels. 
The Lima Consumer Price Index (CPI) for May 1976 was 174.21 (the 
whole year 1973 equals 100.0) and had increased 24,6 percent during 
the twelve month period ending May 1976 (as compared with a 21.1 
percent increase for the twelve-month period ending May 1975 and a 
16.7 percent increase for the twelve-month period ending May 1974). 
For 1976 as a whole, the rate of inflation is likely to be in the 

30 to 40 percent range. Officially-promulgated price increases 
during the third quarter, and consequent to the devaluation, are a 
primary force dictating an increased rate of inflation. During the 
past twelve months, the highest monthly rates of increase in the CPI 
were registered in July 1975 (a 4.5 percent increase) and in January 
1976 (a 7.5 percent increase), and these high rates of increase 
coincide with officially-promulgated price increases. During the 
first five months of 1975, the Lima Consumer Price Index increased 
by only 12.3 percent. 


In reviewing the monetary and real factors responsible for continued 
inflation in Peru, it should be noted that in July 1975 the Government 
altered its price policy program, reducing subsidies, and terminating 
the artificially low prices for foodstuffs and petroleum products 

which benefitted urban consumers and disadvantaged the agricultural 
sector. Although up-to-date evidence on monetary performance is 
unavailable, from December 1974 to December 1975, the stock of domestic 
money (inclusive of government deposits) increased by 13.8 percent. 

On an average annual basis the stock of domestic money grew by 20.6 
percent in 1975, 


Shoring-Up The Balance of Payments 


During the first half of 1976, Peru continued to suffer a net loss 

of foreign exchange reserves, During the first quarter gross foreign 
exchange assets of the Central Bank fell by $155 million; and at the 
end of March they totaled $114.6 million. Peru has obtained various 
types of short and medium term foreign exchange credits to buttress 
its foreign exchange reserves. During the first half, a credit approx- 
imating $218 million was obtained from the International Monetary Fund 
under various drawing facilities, including the gold tranche, first 
credit tranche, the oil facility, and the compensatory financing 
facility. In addition, other pre-export financing and swap credits 
have been obtained, 


Little improvement in Peru's balance of payments can be expected 
through the remainder of 1976, As was noted in our previous report, 
for 1976 as a whole Peru's trade deficit is expected to be in excess 





of $800 million, the current account deficit in excess of $1,200 
million, and long-term capital inflow in excess of $1,000 million, 
with a resulting net basic balance deficit of about $200 million. 
Fundamental relief for Peru's balance of payments difficulties 
should take place in 1977 and 1978 with a near-doubling of copper 
production and the placing in service of the Northern Peru oil pipe- 
line. During the first year of operation these projects should earn 
or save at least $400 million in foreign exchange. 


The government has enacted two laws aimed at establishing tighter 
controls over imports. A list of permitted commodity imports has 
been established (Decree Law 21493). Previously Peru had only a 
list of prohibited commodity imports, The new list of permitted 
imports contains approximately two-thirds of the categories stated 
in the Peruvian (and Andean Group) Customs Nomenclature, Inasmuch 
as foodstuffs, capital goods, industrial raw materials, and petroleum 
constitute the bulk of Peru's commodity imports, the new permitted 
list is not expected to reduce imports substantially. A second law 
creates an annual national program of commodity imports and an annual 
foreign exchange budget for commodity imports (Decree Law 21496). In 
effect, all persons and enterprises who desire to import commodities 
are require to present their requirements for the coming calendar 
year, and each Ministry is to prepare a draft program for imports 

of its sector by September 30, and by October 30 the total program 
is to be submitted for top level approval. It is expected that 
prior import permits by product will be required under this system 
as opposed to the present import card system. However, application 
of this system has not as yet been undertaken. It is expected that 
its operation will be more cumbersome and time consuming for impor- 
ters than the present system, 


During 1976 up to the present, known (published) loans received by 
Peru, but exclusive of IMF drawings, approximate $340 million includ- 
ing a $76.5 million World Bank loan to finance projects in the Lima- 
Amazon transportation corridor and two loans totaling $69.9 million 
from the Inter-American Development Bank. Robert McNamara, President 
of the World Bank, visited Peru in March and stated that the Govern- 
ment of Peru has requested additional loans to improve housing, to 
develop road systems, and for agricultural and industrial projects, 
Ortiz Mena, President of the Inter-American Development Bank, also 
visited Peru in March and announced that the IDB would lend Peru $135 
million during 1976 and an even greater quantity in 1977, The IDB 
has approved loans of $37.6 million for the 190 Km. Olmos-Corral 
Quemado highway and $32.3 million to help finance the Cuzco-Machu 
Picchu electrical system. In addition, Ortiz Mena stated that the 
following loans are projected for this year: a $33.5 million loan to 
CENTROMIN for exploitation of its Cobriza mine and for a water treat- 
ment plant at Cerro de Pasco, $12 million to COFIDE for preinvestment 





in the Majes irrigation project and other projects, and $20 million 
to the Agricultural Development Bank, 


New Stimulants to Saving 


The government has taken several measures aimed at increasing domes- 
tic saving. Higher interest rates on loans and deposits at Peruvian 
banks and other financial intermediaries went into effect on July 1. 
Previously, commercial banks could charge 12 percent annual interest 
plus a 2 percent commission on loans; now they can charge 15.5 percent 
annual interest plus a 2 percent commission. The annual interest on 
a one-year term savings deposit has been increased from 9 percent to 
13 percent. The broad upward movement in interest rates aims at 
preventing erosion of Peru's organized financial sector by making it 
attractive for savers to keep their money on deposit and by charging 
borrowers rates of interest more in line with the opportunity cost of 
credit. 


The government has also broadened the applicability of reinvestment 
exonerations from the corporate income tax to include net income 
reinvested in working capital. Previously this exoneration had been 
limited to reinvestment in fixed assets, Although this measure 
applies only to firms in the agricultural, industrial, fishing, and 
mining sectors and to the years 1976 and 1977, the affected firms 

are rewarded positively according to profitability and reinvestment 
of earnings. Moreover, this measure eases the financial problems of 
business enterprises during a period of relatively tight credit. A 
more severe enactment of the new austerity program limits the amount 
of cash dividends which corporations can pay from 1976 profits to 10 
percent of paid-in capital. This limitation applies to all juridical 
persons including those which make profit remittances abroad, 
Although this measure was not universally welcomed by the private 
sector, it will increase retained earnings and help to finance invest- 
ment, 


A Private Small-Enterprise Sector Is Created 


On February 25 the government created a new sectorial division of the 
economy denominated small enterprises of the private sector. Thus, 
there are now four sectors of economic activity including: the social 
property sector, which has been assigned top priority; the government 
sectors; the reformed private sector (embodying workers communities); 
and the recently created private small enterprises sector. The small 
enterprises sector encompasses all areas of economic activity except 
those manufacturing enterprises in which an industrial community has 
already been established. Eligibility for inclusion in this sector 





is limited in accordance with-gross sales, The formula for deter- 
mining this maximum is based upon multiples of the minimum annual 
wage forthe province of Lima. Prior to the recent increase in 
minimum wages, the gross sales maxima were 11.0 million soles for 
agriculture, 34,8 million soles for extractive industry, 25.1 million 
soles for manufacturing, commerce and commercial services, and 20.0 
million for transportation (20 million soles equals $308 thousand), 


Workers will receive an annual distribution of the net income of the 
enterprise but a worker community will not be incorporated into the 
entity. The scale of participation is the following: individual farm 
enterprises, 50%; other agricultural and livestock operations, 202; 
mining, 10%; marine extractive industries, 20%; forestry industries, 
33%; and manufacturing, commerce, commercial services and transport, 
25%. Other noteworthy provisions applying to firms in the private 
small-enterprises sector are as follows: (1) nodirect foreign invest- 
ment in small enterprises will be permitted, (2) the maximum salary 

to any employee of the firm cannot exceed by a factor of twelve the 
lowest salary, (3) a person holding title to one small enterprise is 
permitted to hold an interest in a second so long as the participation 
does not exceed 50 percent, (4) a corporate entity is prohibited from 
holding an interest in a small enterprise, and (5) individuals holding 
shares or participations in entities of the reformed private sector 
are not allowed to participate in small business enterprises engaging 
in similar or complementary activities. 


A New Political Orientation 


In the traditional July 28 Independence Day speech, the President of 
Peru, General Francisco Morales Bermudez, reaffirmed that the Peruvian 
Revolution would continue to reject a totalitarian course of either 
the left or the right. He also stated that the Revolution would 
continue to be guided by the same ideological principles and the basic 
Revolutionary statutes which have provided direction in the past. He 
noted, however, that some modifications in basic reforms might be 
necessary in order to ensure "the efficiency needed for improvement 

of the country's economy" and to guarantee that reforms are based upon 
a solid foundation, The President characterized the Revolution as 
"Christian," "humanist," "nationalist," " autonomous" and “in liberty," 
but, in a departure from earlier descriptions, did not term the 
Revolution “socialist.” Instead, the revolutionary goal is to be a 
“more just political, social and economic order," 


President Morales stated that the so-called Plan Tupac Amaru, a politi- 
cal program which will direct the second phase of the Revolution and 
which many had expected to be unveiled in the speech, was not yet 





finished. An unauthorized draft of this plan had been leaked to the 
press in March and appeared to represent a more radical deepening of 
the Revolution and shocked many people who hoped that the Revolution's 
thrust would be more moderate under the second phase. As now being 
formulated, the President claimed, the plan would make “fundamental 
institutions more flexible and efficient." 


The President once again stressed the legitimacy of the four sectors 

of economic activity, i.e., state enterprises, the social property 
sector, the reformed private sector, and the private small enterprise 
sector, and said all sectors could and should co-exist harmoniously. 

He stated that the government was currently analyzing the Social 
Property sector and indicated that the efforts of that sector would 

be directed more to the rural areas and in labor intensive enterprises. 
The President also stated that within the reformed private sector, the 
“mechanism of the Labor Community" concept would be readjusted in order 
to achieve “greater efficiency in this creation of the revolution." 


IMPLICATIONS FOR THE UNITED STATES 


In 1975 Peru became the fourth largest Latin American importer of 
U.S. goods, ranking only behind Mexico, Brazil, and Venezuela, It 
is clear that in 1976 and 1977 growth in Peru's import market will 
be low or nonexistent due to balance of payments difficulties, 
Trade with Peru will involve increasing complexity and will require 
greater patience. The foreign exchange scarcity and lack of domestic 
financing require that for many sales the supplier must offer 
financing. The best prospects for increasing exports to Peru are 
major investment projects in the public sector. For some of these 
projects Peru has obtained bilateral financing which tends to freeze 
out U.S. products, It is clear that Peru will continue to invest in 
mining, ore processing, food production and basic infrastructure, 
that most of this investment will be undertaken by the public sector, 
and that international lending institutions will play a key role in 
financing projects, 


The outlook for private investment in Peru continues to be much as 

in recent years, Peruvian legislation requires the gradual relin- 
quishing of not less than 50 percent of ownership to the workers 
accomplished through a 15 percent annual deduction from profits which 
must be invested in company shares, Recent legal changes exclude 
direct foreign investment from the small enterprise sector and tempo- 
rarily reduce profit remittances to 10 percent (from the previous 15 
percent). Although discussions between the Governments of Peru and 
the United States of America on expropriations of the Marcona Mining 
Complex and Gulf Oil Company assets continue, final settlements have 
not yet been concluded, 
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